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ECONOMIC DEVELOPMENT
♦

t ’s not surprising
that economic development is
shaping up as a hot topic in next
year’s state elections. The national reces
sion persists and Montana’s economic
problems linger. According to a study of
recent census data, Montana’s median
household income for the years 1988-90
was among the country’s ten lowest.
Moreover, the state’s overall economic
report card is also dismal (see Moseman
article this issue).
Comparative evaluations like those
cited above can seem somewhat abstract.
But Montanans need no convincing about
the reality of economic conditions in, say,
the state’s timber industry. According to
Robert Heffner, business development
director for the Montana Department of
Commerce, Montana’s natural resource
industries are “sources of declining
employment. That isn’t going to change.
Even if production goes up, employment
doesn’t.”
Can economic development efforts in
Montana alter these harsh facts? Several
gubernatorial candidates think so,
especially if state government becomes
more or differently involved in the
process. But economic development
efforts already occur at many levels in
Montana, and are surprisingly diverse in
their scope, composition, and direction.
So it may be useful to pause now, before
the debate gets underway in earnest, and
take stock of existing efforts.
That’s easier said than done, however,
given the state’s diverse and often
uncoordinated economic development
activities. The following article, while far
from an exhaustive treatment of
Montana’s resources, describes some of
the state’s major local economic develop
ment programs and reveals some com
mon concerns of local practitioners. In
addition, it suggests the remarkably
varied conditions in Montana’s local
economies—a diversity which any new
umbrella effort of state government
would need to address.
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Methodology
This report, which examines descrip
tive rather than statistical information, is
primarily based on a survey of executives
in nine of Montana’s largest local
economic development agencies. It also
includes information from officials in
various branches of state government,
from private industry personnel involved
in Montana’s economic development, and
from meetings, readings, and other
sources.
During August, personal interviews
were conducted with executives of local
economic development corporations
(EDCs) in Anaconda, Billings, Bozeman,
Butte, Great Falls, Havre, Helena,
Kalispell, and Missoula. Each executive
was asked the same open-ended questions
regarding size, financing, history, and
governance of their organization. Respon
dents also were asked about the scope and
focus of their development activities, how
their efforts were evaluated, what they
saw as business attractors and economic
obstacles, and what activities they’d like
to see more of at the state level.

Several EDCs act as “host agencies”
for various other program specialists: for
example, a local housing administrator in
Havre, a federal procurement advisor in
Great Falls. Some EDCs provide counsel
ing and services for very small business
startups; others work closely with
separate “incubator” agencies.
Recent yearly operating budgets for
these nine EDCs vary from a low of about
$45,000 in Helena to a high of about
$250,000 in Great Falls. Both the Helena
and Great Falls organizations are quite
new. Some local EDCs have been around
since the 1960s, but most, in their present
incarnations, are much younger.
Area population does not seem a
reliable predictor of budget size for these
nine EDCs. Variables other than popula
tion have more impact. The history of ED
efforts in an area probably affects current
scope. So does number of staff and the

The Structure of
Local Agencies
The survey of local agency executives
revealed some similarities of structure.
All surveyed EDCs, for instance, are non
profit corporations governed by local
boards of directors. But beyond these
similarities is a wide variety—even in our
limited sample—of program scope and
funding situations. Table 1 provides a
summary of EDC structures. Highlights
are discussed below.
Size and Scope

Though located in specific cities, most
of these nine EDCs assume a county-wide
responsibility; offices in Havre and
Kalispell are explicitly chartered to
represent multi-county regions. Each
organization includes at least one full-time
paid economic developer; the average staff
size is two.
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Economic Development
in Montana
g|gj : by Markne^esary

"I'd rather help the local widget
corporation get a new parking lot
than chase a big smokestack

budgetary commitment to such activities
as marketing or recruitment-related
travel. Some EDCs administer loan funds
or provide services (i.e., a feasibility
study for a new sewer system) that in
larger communities would be handled by
an urban planning or redevelopment
office, suggesting that a smaller popula
tion base can enlarge the scope of local
or regional EDC programs. One might
also argue that the healthier the local
economy, the smaller its EDC—a
relationship some experts claim is the
most cost-effective use of economic
development dollars.
Financing and Governance

In general, the EDCs we surveyed
derive their operating budgets mostly
from local sources. Some federal monies
or other sources may be tapped, but as a
rule Montana state funds are not directly
granted for local EDC operating
expenses.
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Membership dues supply most of the
Missoula, Kalispell, Helena, and Bozeman
EDCs’ operating budgets. Members
include local business and professional
people, institutions such as hospitals and
banks, and local government entities.
Typical yearly dues range from about $75
to $500 or more. In some locales (ie,
Missoula), members make a five-year
pledge, providing a stable base for and
long-term commitment to development
efforts.
For smaller towns like Havre, a duessupported EDC isn’t viable because it
“competes” with the Chamber of Com
merce, which is also supported by dues
from the local business community. But
small rural “hub” towns and those with
especially difficult economic conditions
may qualify for federal funds. Nearly half
the operating budgets of both Havre and
Butte come from the U.S. Economic
Development Administration (EDA).
Anaconda too has a unique funding
situation; when the Anaconda smelter shut
down, several million dollars in trust
funds and real estate were turned over to

the local EDC. Part of that capital has
been used to establish a revolving loan
fund.
When possible, local EDCs augment
their budgets and finance special projects
through one-time grants or other sources.
For example, the Kalispell EDC recently
completed a study of local timber industry
conditions and impacts, a project paid for
in part by the U.S. Forest Service.
Most EDCs we surveyed also receive at
least some funds from city or county
government. But whether they receive
local government monies or not, all the
EDCs we surveyed include one or more
county and/or city officials on their
goyeming board. Several boards include
representatives from local unions as well
as entrepreneurs, professionals, execu
tives, and government officials. Havre’s
also includes economic planners from two
Indian reservations.

Local Agency Programs
and Perspectives
In addition to the rather straightfor
ward structural queries described above
and summarized in Table 1, we asked
EDC executives several open-ended
questions. Respondents discussed their
local EDC program in terms of focus,
results, and accountability. Also, we
investigated their view of the local and
state business climate, and asked what
development activities they’d like to see
more of. Respondents provided mostly
narrative and anecdotal answers which
are analyzed below.
Program Focus

Traditionally, the focus of most
economic development activity has been
to help foster business growth in a given
locale. Economic developers have
generally hoped to create more (or better)
job opportunities and thus, as one of our
respondents put it, "make the economic
pie larger." (See Colgan article, this issue,
for a historical view of trends and issues
in economic development.)
Certainly, increasing job oportunities
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was a major concern of all EDC execu
tives we surveyed. But respondents
differed widely in the types of jobs they
hoped to attract, and in what they saw as
effective program stragegy. Some of
these differences seemed obviously
connected to stubborn facts, such as the
size of the labor force or the natural
resource base of a given local economy.
Other differences seemed to reflect a
broader policy debate about the relative
importance of recruitment and retention
activities, and about building infrastruc
ture—i.e., what responsibility, if any,
should economic development agencies
assume in such things as workforce
training and transportation infrastructure.
All but two respondents offered
specific descriptions of business they
wanted to attract into their local area.
These “ideal” incoming businesses
varied in size according to the local
population base, which determines the
pool of available labor. They also varied
according to what was perceived as the
local labor pool skill set (i.e., high tech
in Bozeman and Missoula because of the
universities). “Value-added” industries
were seen as ideal by many respondents,
with company type allied to the local
economy’s traditional natural resource
base (i.e., oil and gas in Billings, mining
in Butte and Anaconda, agricultural in
Great Falls and Havre).
Two respondents, one in a small and
another in a large town, offered a
dissenting view. Both said they’d
respond to businesses interested in
relocating to their area, but that existing
community businesses were their
primary responsibility. Their reasoning
reflects the larger philosophical debate
between recruitment strategists and
retention strategists. “My job is to make
it good for businesses already here—the
rest follows from that,” said one. The
other noted that “small businesses stay.
They’re stable and adaptable to
recession. I’d rather help the local
widget corporation get a new parking lot
than chase a big smokestack.”
Respondents also differed in how
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Table 1
Structure of Economic Development Agencies
Montana, 1991
Size of Staff

Annual
O perating Budget

Source of Budget

Anaconda

2

$128,000 plus
projects

property sales,
projects, revolving
loan

Billings

1

$65,000

contracts,
consulting

Bozeman

2 full tim e

$75,000

m em bership dues

Butte

4 full tim e

$225,000

local governm ent,
m em bership dues,
grants & contracts

Kalispell

1

$70,000-$75,000

raised locally—
gov't & private
businesses

G reat Falls

3

$250,000

city, county,
airport. C ham ber
of Com m erce

H avre

4

$120,000

40% EDA,
local governm ent,
projects

H elena

1

$45,000

m em bership dues,
pledges

M issoula

2

$150,000

m em bership dues,
pledges, local gov't

Source: Executives in each local agency, Nov. 1991.

actively they worked with the retail
sector. Several said they did little or
nothing with retail businesses because
that sector is a “zero sum game” in terms
of jobs. According to this view, an
essentially fixed number of dollars is
available in any given trade area, and if
money and jobs flow into a new shop, an
existing shop likely will close. Thus, the
retail sector isn’t really an expansive
force in the overall local economy,
because it represents neither additional
jobs nor “new” money. Moreover, jobs in
the retail sector often are part-time, lowpay positions without fringe benefits.
By contrast, new manufacturing or
basic sector businesses bring “new”
outside money into a community’s
economic system. Every new basic sector
job, noted one respondent, creates two
additional jobs in the retail and service

sectors. Moreover, new basic sector
businesses more often provide full-time
work at what one respondent referred to
as “family” wages. That is, the jobs are
more likely to provide fringe benefits
such as medical coverage, and to pay
more than minimum wage.
Therefore, though they may respond to
specific requests for assistance, many
EDC executives don’t work aggressively
with the local retail and commercial
sectors. (Respondents mentioned that
Chambers of Commerce and local
merchants’ associations are more likely
anyway to work directly with trade sector
constituencies.) One respondent offered a
notable exception to this logic,
maintaining that the retail sector provided
a crucial opportunity for “off-farm”
income in the local area’s predominately
agricultural economy. Additional income.
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to show numbers for
even though small, can make
this kind of activity,
the difference between a
"Additional income, even though sm all,
but probably more
family leaving to find jobs
responsible.”
can
m
ake
the
difference
between
a
fa
m
ily
elsewhere, or being able to
To judge from
stay on the farm.
leavin g to fin d jo b s elsewhere, or being able
our survey, account
Program focus in our
to sta y on the fa rm . "
ability and costsample, then, varied accord
effectiveness are
ing to a number of factors,
relative and informal
including philosophy,
concepts. While such flexibility makes
the widely diverse conditions in
workforce size and skills, and the local
some sense for a local agency responding
Montana’s local economies.
natural resource base. Of these factors, a
to variable local conditions and spending
One
respondent
noted
that
while
the
given local area’s population and natural
local money, it’s unlikely to satisfy costlocal area economy had indeed added
resource base seem unlikely to change
conscious Montana taxpayers asked to
new jobs and decreased unemployment
very quickly. Program philosophy and
support new statewide efforts.
over the past several years, many factors
workforce skills, however, are variables
This is not to suggest that easy
were
involved
in
the
local
growth
surge.
which may be influenced by a new or
evaluative systems exist for measuring
“We don’t create jobs,” said the respon
different state-level focus.
dent. “Businesses do.” At the other end of the impact of economic development
the scale, another respondent, whose local policies. They don’t. As mentioned
Results, Accountability, and
earlier, a “job count” evaluation poses
economy had suffered major plant
Cost-Effectiveness
several difficulties. In addition, tax
closings, talked in terms of “stopping the
If better local job opportunities are,
concessions and other financial subsidies
loss” of jobs and population. A third
broadly speaking, the goal of economic
(i.e., industrial parks, site preparation)
spoke about successful efforts to keep a
development efforts, then a given
traditionally used to spur economic
200-employee operation in town—“for
program’s success— or lack of it—should
development may be too costly to the
the time being.”
be relatively obvious. Unfortunately that
Our nine EDC executives reported few taxpayer, and may represent “too small a
isn’t so.
percentage of business costs to affect
formal measures of their organization’s
For instance, if we’re measuring new
business growth decisions,” according to
cost-effectiveness. Asked about costjobs in a local economy over a discrete
effective evaluation of their work, several Upjohn Institute economist Timothy J.
period, do we subtract them from jobs
Bartik. Moreover, tax breaks and ED
respondents cited what might be called
lost in the same time span? Do part-time
policy
concessions may backfire if they
the
“people
talk
with
their
wallet”
theory.
jobs count? Or should we consider only
lead to “a deteriorization of public
Some typical comments were: “If you
those jobs which provide a “family”
services to business,’’says Bartik; while
believe one should act as a catalyst, then
wage? And how can new jobs be directly
you move ahead.” “How can you measure “an economic development policy of tax
attributed to local EDC efforts when
increases may succeed in increasing jobs
optimism?” “I’m mainly accountable to
many entities (state and local) may be
if it significantly improves public services
the people who provide dollars; if they’re
involved in bringing a new business to
to businesses.”
happy then I’m doing an effective job.”
the area or substantially expanding an
It could be argued that Bartik’s
However, a few specific evaluative
existing one, and many factors (including
analysis supports a retentionist view. That
measures were mentioned. One respon
those over which local and state agencies
is, if we “make it good for businesses that
dent suggested that EDC program costs
have no control) influence a major
are here,” as one respondent said, by
could be justified the way media buyers
business decision?
providing the right infrastructure and
justify
advertising
costs—in
terms
of
This fundamental complexity was
services, then an overall improvement in
“prospect generation.” Another said
reflected in our survey as well. Several
job opportunities seems likely. Whether
economic development efforts should be
respondents offered “success stories"—
making it good for existing businesses is
evaluated in terms of “tax base expan
anecdotes about particular new or
accomplished through tax increases or tax
expanding companies they’d worked with sion,” number of “well-paying” jobs, and
concessions or some combination of the
“return on capital.” A third respondent
and how many jobs that involved; and
two.
stated that an EDC really should work
some gave estimates for a several-year
with the “mega” economic situation in its
total of jobs involved in companies
region, and deal with infrastructure issues Attractors and Obstacles
they’d worked with. But by and large,
We asked respondents what were the
as well as the changing face of basic
respondents were hesitant to present hard
industries in Montana. “It’s much harder
major positive attractors when businesses
numbers, and their comments pointed to
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What attracts businesses to Montana?
•
•
•
•
•
•
•
•
•

Quality of life;
Beautiful scenery;
Highly educated and productive workforce;
Educational opportunities - communites with
universities or colleges;
Higher education resources - experts and
programs;
Transportation facilities - location near trade
port authorities or railroad;
Agricultural resources;
Oil and gas reserves; and
Clean environment.

What discourages them from coming?
•
•
•
•

Unstable tax environment;
High property taxes;
Excessive worker compensation rates;
Limited financing for expanding business
operations;
• Fear of "Superfund liability;" and
• Perception that Montana is remote and climate
is bad.

6

looked at their community, and what
were the negative factors. Our nine EDC
executives described some fairly local
ized factors, but also pointed to attributes
that applied statewide.
Nearly all respondents cited Montana’s
“livability factors.” Specifically, the
state’s beautiful scenery, its low cost of
living, and its highly educated and
productive workforce. One respondent
amended these livability factors by noting
that “people think quality of life means
outdoors, but businesses look at employ
ment and educational opportunities for
their employees.”
Not surprisingly, educational oppor
tunities (and the consequently specialized
workforce) were cited as significant at
tractors in communities with university
or college units. EDC executives in
Missoula, Bozeman, and Havre, all cited
the importance of a college campus in
their communities, and the importance of
Montana’s university system as a state
wide resource for economic develop
ment. Another respondent suggested that
higher education resources (experts, pro
grams) be made more widely available to
non-college towns working on economic
development.
Several respondents included transpor
tation facilities as a major attractor in
their area. Butte and Billings EDC
executives specifically cited the impor
tance of trade port authorities, both as an
intermodal transportation hub and as a
“badly needed tool” for economic
development that can raise taxes and
administer incentive programs. Recent
research here at the Bureau suggests that
trade port authorities also may be
instrumental in the development of new
trade corridors with Canada.
In general, emphasized many respon
dents, a community’s positive attractions
depend on what type of business is
involved. For instance, Havre’s location
on the main line of Burlington Northern,
its large reserves of oil and gas, and the
area’s agricultural economy are all
logical attractors—if you’re a chemical

Montana Business QuarterlylWinter1991
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fertilizer plant processing natural gas into
a product that can be sold, at least in part,
in the local market. But such thinking,
while an exercise in logic, bypasses a
fundamental fact of economic life for
many small agriculture-based towns in
Montana and elsewhere. As one respon
dent pointed out, “It’s very difficult for
growth to take place where communities
are struggling to maintain a critical mass
of services.”
Inadequate infrastructure isn’t the only
obstacle for Montana’s smaller towns.
The small population base and conse
quently limited labor pool also affect the
ability of Montana communities to
compete for new employers. Even in a
town of 20,000 or so—good-sized by
Montana standards—it would be difficult
for a new company to “hire 100 people
straight out of the chute,” noted one
respondent. Another decried the percep
tion of outsiders that Montana’s climate
is so rigorous “nobody drives in the
winter”; consequently, populations living
within commute distance don’t get
counted in the available labor pool.
Beyond these more or less localized
conditions, EDC executives noted
statewide factors that complicate the
ability of individual Montana communi
ties or regions to attract businesses. At
the top of almost every respondent’s list
of perceived development obstacles:
Montana’s “unstable” or “hostile” tax
environment. The biggest problem,
according to several respondents, is that
the state tax situation “changes all the
time.” This instability leaves Montana at
a distinct disadvantage compared with
neighboring states because businesses
contemplating a move here can’t predict
their Montana tax situation. High prop
erty taxes and “excessive” worker
compensation rates also were cited as
contributing to a “hostile” tax
environment for businesses.
One respondent noted that Montana’s
tax climate is “very characteristic” of
extraction-intensive states where big
companies “strip the environment, take a
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big share of profits out of state, and offer
extremely hazardous employment.”
Subsequent, “softer” industries find this
industrial history a hard act to follow. Yet
that history continues to have a life of its
own and to influence the state’s tax
structure.
Montana’s industrial history has left its
mark in other ways. Communities near
the state’s eight federal Superfund sites
may experience some additional business
activity because of the cleanup process
itself. But the community otherwise
becomes a very hard sell, according to
one respondent, who said that Superfund
is a “specific drawback” to local eco
nomic development. Companies that
might locate in the area are “afraid of
Superfund liability.”
What Local Agencies Want from the State

EDC directors we surveyed suggested
several areas for increased economic
development activity at the state level.
More than half identified a problem with
financing. Several wanted the state to
play a more active role in recruitment and
marketing. An equal number felt
state-level economic development
activities should incorporate social and
infrastructure factors.
Financing problems, according to
respondents, are especially urgent for
medium-sized companies. Such compa
nies may be growing rapidly, but are
without much equity. They need “risk”
rather than venture capital to purchase
equipment, expand operations, and
increase competitiveness. Capital units of
between “$20,000 and $150,000,” are
needed for this activity, said one
respondent, and “the state should provide
it.” Other respondents also noted the “gap
between micro and mega financing,” and
the problem even good businesses have
obtaining access to capital. One said that
state government is “hamstrung by the
prudent investor law.”
Those who believe out-of-state
recruitment is the proper focus of
economic development believe the state

government should help finance it.
Recruitment activities, such as the spring
trip to Silicon Valley high-tech firms
financed by the Montana Ambassadors
and attended by several respondents, are
expensive and time-consuming to set
up—well beyond the scope and resources
of most local EDCs.
Marketing is seen by several respon
dents as an allied issue. As one respon
dent (an advocate of recruitment) noted,
if you’re not actively marketing the state,
outside companies will assume “you
don’t want new businesses.” Another
pointed to the positive effects from
Montana’s recent tourism marketing
campaign; people respond to the ads, visit
Montana, and “two years later they’re
asking us about setting up a business
here.”
A number of respondents insisted that
Montana’s overall economic development
vision must incorporate “social” factors
such as education and infrastructure. Said
one, “economic development is water and
sewer and jobs”; Montana should inte
grate “economic development into
community planning.” Another suggested
that workforce training, as it is in some
other states, be treated as an economic
development policy issue.
From the view of local EDC execu
tives then, Montana’s state government
should make available risk capital for
expanding businesses; it should finance
some statewide marketing and recruit
ment efforts; and it should decide what
elements of the state’s infrastructure to
incorporate into a strategic economic
development plan.

Conclusion
Our sample represents only a portion
of the many players and programs in
Montana economic development. In
addition to two dozen or more local
development agencies in the state,
numerous Chamber of Commerce
chapters, and several large corporations
and private foundations, Montana’s state
government already administers many

1
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economic development programs and
millions of dollars.
But the sample does represent a broad
range of Montana’s local economic
conditions—towns of 10,000 and cities of
90,000; agricultural, mining, and timberdependant communities; economies on
the upswing, those finally staunching a
hemorrhage of jobs and people, and those
struggling to maintain a critical mass of
services beyond which the community
itself might dissolve.
The combined experience and perspec
tive of these local EDC executives points
to several conclusions. First of all,
Montana’s economy is amazingly diverse
at the local level and this diversity is
reflected in the variety of local EDC
structures and focus. However, some
crucial components of economic develop
ment cannot be managed from the local
level. These include: 1) Access to
capital, especially for existing mid-sized
Montana businesses who need to finance
expansion, modernization and the like; 2)
Certain kinds of marketing, such as outof-state recruitment fairs, or promotional
campaigns designed to sell Montana’s
overall business climate; and 3) Infra
structure investment, especially higher
education and transportation facilities—
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the former because Montana’s welleducated workforce is already a strength
and it makes sense to play on strengths,
and the latter because Montana may have
a window of opportunity to be a strategic
player in the expanding north-south trade
corridor.
Finally, it seems likely that the value
and effectiveness of new state policies—
whatever they are—probably will be
difficult to enumerate. Upjohn economist
Bartik concludes that economic develop
ment “benefits and costs ... will often be
close.” This may be especially true if the
policy includes infrastructure investment.
However, it’s appropriate in every case to
ask who benefits most from proposed
policies, and if that is what we intend.
Are the major beneficiaries displaced
timber workers? College graduates who’d
much prefer to stay in Montana but must
remain underemployed to do so? Farm
families living at the margin? Property
owners? Bureaucrats?
These are difficult questions. Montana
citizens have their work laid out as they
consider what sort of state economy is
possible, what sort desirable, and what
they’re willing to sacrifice in realizing
the vision. ■
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Montana’s Economic
Report Card

R epo r t C a r d

by Gary Moseman
Economic Performance
Business Vitality

z+z=4

very April, the optimism that
typically accompanies spring
receives a setback in Montana.
That’s when the Washington,
D.C.-based Corporation for
Enterprise Development
releases its annual “Report
Card for the States,” a
comprehensive look at the
climate for economic develop
ment in every state. The report
has been issued for five years,
and for five years Montanans
have been told how bleak their
economic situation is.
This year, Montana’s
“grades” were the lowest ever.
It was the fourth consecutive
year in which they declined,
and the first time the state
received a failing grade in one

Montana Business Quarterly/Winter 1991

v

Capacity
Policy

of the four primary categories.
Although the corporation
has discouraged using its
report to rank the states
(instead issuing school-like
grades from “A” to “F” on a
host of subjects), ranking is
just too tempting for the
popular media to resist.
So, in case you missed the
news story carried nationwide
by the Associated Press, the
only states faring worse than
Montana in the 1991 CfED
Report Card were Louisiana
and West Virginia.
Local news coverage
around the state went into a
little more detail, but not
enough to tell the story of how
Montana, with three D’s and

V

an F, has gone from bad to
worse to almost the worst.
That’s what this article will
attempt to do.
If there is a bright side, it
might be that there is a signifi
cant data lag—some of the
information on which CfED’s
report is based is more than a
year old (much older, in some
cases). And some indicators of
the state’s economy in the final
months of 1991 suggest a little
more optimism than warranted
by the CfED report.
The report’s four main
categories—indexes, actually—
and Montana’s grades, are:
• Economic Performance . .F
• Business Vitality............. D
• Capacity........................... D
• Policy................................D
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into account. Unattributed
quotations are from the 1991
CfED report.)

Performance Index

Each index is made up of
three to seven similarly graded
subindexes, each of which, in
turn, is composed of a variety
of data and rankings—more
than 150 separate measure
ments.
The awarding of letter
grades in the indexes and
subindexes is done on a topweighted curve, so that about
ten states receive A’s in each
category, ten receive B’s,
fifteen receive C ’s, ten receive
D’s and five receive F’s. That
means if one state does not
improve its situation and the
rest of the field does, that state
is not likely to maintain its
grade. The overall index grade
is reached by ranking the
subindex ranking totals and
applying them to the curve to
obtain a letter grade for the
overall index.
What follows is a detailed
summary of the components
of the report’s four major
indexes. It will be followed by
the grades Montana received
and brief discussions of them.
(When I use words like “rate”
or “level” in the following
descriptions, it means the
numbers have been adjusted to
take population differences

10

The CfED report opens
with the Performance Index,
which comprises seventeen
economic performance
measurements clustered in
four general subindexes. They
are:
Employment: The extent
to which the economy
provides jobs for those who
seek them. The most basic
measurements are used in this
subindex— long-term employ
ment (growth over a five-year
period ending September 30,
1990), short-term employment
(growth in the past year), the
unemployment rate and
average unemployment
duration.
Earnings/job quality:
How workers are compen
sated. Measurements in this
subindex include average
annual earnings, growth in
average annual earnings in the
past year, and the percentage
of the workforce with em
ployer-sponsored health
coverage, which the CfED
says provides an important
clue to job quality.
Equity: How widely a
state’s economic opportunities
are shared. Included are
measurements of the poverty
rate, the distribution of
income among people in the
state, change in that distribu
tion, and a combination of
factors designed to assess gaps
between urban and rural
economies.
Environmental, social and
health conditions: A hodge
podge of measurements which
try to describe quality of life

in the state. Measurements
range from incidence of
various diseases to the level of
hazardous waste generation.
Because of the amorphous
nature of the data, as well as
intangibles that sometimes are
critical in quality-of-life
considerations, this subindex
is not added into the overall
Economic Performance Index.
Ironically, Montana scores
fairly well in this subindex.

Business Vitality Index
This index is made up of
eight measurements which
compose three subindexes.
The subindexes are:
Competitiveness of
existing businesses: Whether
businesses involved in trade
outside the state “are strong
and growing, need to be
modernized, or are likely to be
phased out.” Three component
measurements comprise this
subindex:
• Traded sector strength:
To gauge the inflow and
retention of wealth in the
state, CfED divides valueadded (sales price minus the
cost of production) by the
number of people employed.
• Change in traded sector
strength: How much and how
fast traded sector income per
employee has changed from
1984 to 1989.
• Business failure rate:
This is measured by bankrupt
cies, receiverships and other
restructurings that led to losses
by creditors.
Entrepreneurial energy:
Three measurements: The
rate of new business creation,
the rate of fast-growing young
businesses and the level of
entrepreneurship among
minorities and women.

Structural diversity: Two
measurements to gauge a
state’s economic indepen
dence from downturns in
specific industries. One—
“sectoral diversity"—mea
sures the “degree to which a
state’s traded sector is spread
across a range of industries.”
The other looks at the degree
to which all of a state’s
industries tend to move in
unison (that is, how indepen
dent the industries are from
each other). The CfED
acknowledges that parallel
moves can occur in even the
broadest-based economies, so
it gives this measurement less
weight in computing the
Business Vitality index.

Capacity Index
This index attempts to
quantify the states’ predisposi
tion to growth. It covers areas
other than government policy
(which is the fourth index),
and includes twenty-three
measurements grouped in four
subindexes. They are:
Human resources:
Education levels of workers.
The four components of this
subindex are high school
graduation rates, adult
illiteracy rates, and high
school and college educational
attainment rates.
Technological resources:
The level of technological
innovation. This subindex
measures the percentage of
scientists and engineers in the
workforce, the percentage of
science and engineering
doctoral students, the rate of
patents issued (which, the
CfED acknowledges is
imperfect because corporate
patents are usually issued
where companies are
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headquartered, not where
laboratories are located), the
scale of research-and-development spending at universities,
and the level of federal
research and development.
Financial resources: The
availability of capital. The six
data sets in this subindex are
commercial bank deposits,
loans-to-deposits ratios, loansto-equity ratios, the level of
commercial and industrial
loans, those same loans as a
percentage of total loans, and
the rate of venture capital
investments.
Physical infrastructure
and amenity resources: The
level and condition of public
and cultural facilities and
systems. It includes eight
measurements: highway
deficiency as reported by the
Federal Highway Administra
tion, bridge deficiency
reported by the same agency,
urban mass transit availability
(which the CfED acknowl
edges may shortchange some
predominantly rural areas,
although it also notes that
Alaska, Arizona, and Utah
fare well despite sparse
populations), electricity costs,
sewage treatment needs (per
capita dollar cost of unmet
sewage treatment plant needs),
urban housing costs, health
care availability and tourism
spending.

Policy Index
This index is a still photo
of a moving subject. It
attempts to quantify the level
of effort made by states to
enhance their business
climates, and it comprises a
fair amount of original
research by CfED. However,
what appears in the 1991

Report Card more than likely
represents research done in
1990 concerning realities of
the 1980s. Thus, even if the
1991 Montana Legislature had
revolutionized the state’s
policies regarding business
climate (which it didn’t), such
policies wouldn’t show up in
the 1991 Report Card—nor in
the 1992 Report Card.
The CfED says many of the
leaders in this index are
“turnaround” states—states
that, through innovation and
determination, are battling
back from bad times in
the 1980s.
This year the index
contains ninety-three separate
measurements, or, in many
cases, check-offs indicating
the presence of a particular
program. These measures are
grouped into seven subin
dexes:
Governance: States’ “tax,
regulatory and fiscal systems,
liability reform and govern
ment development planning
and evaluation.”
Workforce development:
“The state’s commitment to
education investment, educa
tion reform, workforce
investment and training and
transfer payment investment,
as components of a coherent
policy for developing a
competitive workforce.”
Technology and innovation:
The degree to which states
have invested in developing
and deploying technology for
new and existing businesses.
International marketing:
The degree to which states are
helping their businesses enter
global markets.
Development finance:
The degree to which state
government has innovated in
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providing start-up and growth
capital and advice. It includes
composite assessments of the
type and diversity of financ
ing, as well as leveraging and
regulatory innovations.
Local economic develop
ment assistance: How much
help states give to their local
governments in planning and
managing development.
Infrastructure and
amenities: How hard the
states try to develop, maintain
or rehabilitate public facilities,
“as well as housing, environ
mental and land use manage
ment programs.”

How Montana Scored
As noted before, in the four
broad indexes of the CfED
report, Montana received an F

and three D’s. A closer look at
how those scores were reached
is illuminating.
Performance Index

Montana’s F grade and its
ranking as 48th in fifty states
are based on an F in earnings/
job quality, a D in employ
ment and a C in equity.
Under employment,
Montana ranked 45 th in long
term growth, with a rate of 2.1
percent from 1985 to 1990,
and 32nd in short-term (oneyear) growth with an increase
of 0.63 percent. The unem
ployment rate of 5.5 percent
ranked 33rd, and the duration
of unemployment ranked 37th.
In the eamings/job quality
subindex, Montana ranked
47th in average annual pay
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and 49th in the pay level’s
growth, with only Wyoming
faring worse. (It should be
noted that the CfED’s exclu
sions from the average pay
total “due to limits in the
data” could influence
Montana’s ranking.
Industries excluded were
agriculture, railroads, non
profit organizations, the selfemployed and members of the
armed forces.) The state
ranked 34th in health insur
ance coverage.
The equity subindex grade
of C was down from the B
Montana received in previous
reports. The decline appears to
be based primarily on refine
ments in the CfED’s measure
ments. While there was little
or no change in the state’s
poverty level (ranked 41st)
and income distribution
(33rd), it tumbled from 3rd in
both income-distribution
change and the rural/urban
income disparity to 24th and
31st respectively.
In the environmental health
and safety subindex, which

“In a n ew tw is t, th ey lik e n e d re g io n s
to c o rp o ra tio n s, a n d d e s c r ib e d th e
*M o u n ta in W est9a s ‘r ip e fo r a ta k e 
over. 9 99
CfED has never used in
calculating the overall
performance grade, Montana
ranked 1st in surface water
discharge, 12th in air quality,
44th in superfund cleanup
sites per unit of population,
27th in hazardous waste tons
per capita, 14th in infant
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mortality, 11th in crime and
teen pregnancy rates, 7th in
heart disease, 16th in inci
dence of cancer and 15th in
incidence of infectious
disease.
Business Vitality Index

Montana’s grade of D and
ranking of thirty-nine were
based on C grades in all three
subindexes: competitiveness
(ranked 33rd), entrepreneurial
energy (23rd) and structural
diversity (33rd). As mentioned
earlier, the overall index grade
isn’t based on an average of
the three subindexes’ letter
grades. Instead, the index
grade is reached by ranking
the total of subindex rankings
and applying those rankings to
the top-weighted curve.
Of the measurements
comprising the subindexes,
most notable were the state’s:
• Next-to-last ranking in the
strength of its value-added
efforts (competitiveness);
• 46th ranking in the
number of fast-growing new
companies (entrepreneurial
energy); and
• 4th ranking in the rate of
minority and women business
ownership (entrepreneurial
energy).
Development Capacity Index

If technological, financial
and infrastructure resources
were the only subindexes
gauging development capac
ity, Montana would have
gotten an F. Of course, human
resources also figure in the
equation, and as a result
Montana’s D was only a few
points away from a C.
Montana got an A, and a
ranking of 7th in human

resources, based on its
relatively well educated
populace. The state ranked 4th
in high school graduation rates
and adult literacy, 12th in the
percentage of high school
graduates in the work force
and 19th in the percentage of
college-educated workers.
Montana’s rankings in the
components of the other three
subindexes—technology
resources, financial resources
and physical infrastructure and
amenity resources—generally
lie in or very close to the
bottom quartile. The salient
measurements are:
Technology
• Number of scientists or
engineers per unit of popula
tion (47th);
• Patents issued per unit of
population (38th), and
• Federal spending on
research and development, per
capita (43rd).
Financial
• Loans-to-deposits ratio
(42nd);
• Loans-to-equity ratio
(43rd), and
• Commercial loans-tototal loans ratio (12th).
Infrastructure and Amenities
• Energy costs (3rd);
• Sewage-treatment
expenditure needs per capita
(7th);
• Urban housing costs as a
proportion of income (49th),
and
• Areas where there are
health-care shortages (41st).
Policy Index

Montana received a D and
a ranking of 37th in this
complicated index measuring
how much government helps
in development. It is based on
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Report Card for Montana and Adjacent States
State
M ontana
N orth Dakota
South Dakota
W yom ing
Idaho

Perform ance
G rade Rank
F

C
C
c
c

48
30
29
30
33

V itality
G rade Rank
D
F

C
F
D

39
49
26
48
36

Capacity
G rade Rank
D
D

C
C
C

38
42
32
22
28

Policy
G rade Rank
D

C
F

C
D

37
25
48
33
43

Source: C orporation for E nterprise D evelopm ent, The 1991 Development Report card for the States.

an A in technology and
innovation support, a B in
development financing, C ’s in
governance and local eco
nomic development assistance
and D’s in workforce develop
ment, international marketing
assistance and attention paid
to infrastructure and ameni
ties.
The A in technology and
innovation is not as enlighten
ing as it sounds, because the
subindex’s components are all
of the check-off variety (rather
than measurements), and
seventeen states received A ’s.
The grade is the result of
simply having certain pro
grams, such as business
incubators, in place, and no
component rankings are
involved.
The same is true of the B in
development finance, where
simply having in place five of
the ten programs sought by the
CfED rated the grade.
The C in governance would
have been worse - probably an
F - were it not for what the
CfED judged to be the fairness
of the state’s tax system.
According to the CfED,
“fairness” is the degree to
which one individual or
company doesn’t benefit at the

expense of another individual
or company. The state’s tax
system was ranked 48th in
stability and balance and 44th
in equalization, but 10th in
fairness.
The C in local economic
development assistance is
based on the presence of
community planning programs
and organization development
support and training.
Montana’s D grade in
infrastructure and amenities is
the result of another near
absence of programs and
policies, this time in the areas
of housing assistance, solid
waste abatement, public
capital budgeting processes
and hazardous waste handling.
The state appears to have been
spared an F on the basis of its
relatively aggressive air and
water pollution standards.
The D in workforce
development appears to be the
result of the absence of certain
programs in Montana—things
like school performance
indicators, formalized teacher
induction and incentive
programs, state job training
programs, workforce literacy
programs (ironic, given the
state’s workforce literacy
ranking of fourth in the
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and described the “Mountain
West” as “ripe for a takeover.”
“It has a portfolio com
posed of poor-to-average
performing divisions (Mon
tana, Arizona, New Mexico,
Idaho and Wyoming), two hot
spots (Utah and Nevada), and
one underachiever with good
fundamentals (Colorado),” the
report said. The report blamed
state governments for the
region’s woes, saying they
lagged behind the rest of the
nation.
The report also suggested
that the region’s people are
accustomed to booms and
busts, and prefer to wait out
the busts in lieu of relying
upon the government to bail
them out.
“Still, this is not a region
O ve ra ll P o rtra it
without assets,” the CfED
The general picture of
Montana one gets from looking said. “It has some of the
highest high school graduation
at the CfED report—and the
rates in the country; unfortu
fact that the state slips further
each year—is not a bright one. nately, those graduates are
also the region’s principal
And unlike previous years,
export.” ■
Montana did worse than all of
its neighbors, though not by a
large margin.
Gary Moseman, B.A.
In fact, the poor showing by Journalism UM in 1983 and
our regional cluster did not
M.B.A. UM 1990, is managing
escape the notice of the CfED
editor o f the Great Falls
authors. In a new twist, they
Tribune.
likened regions to corporations.

nation) and high school
student competency tests. On
the other side, the state scores
very well on expenditure for
education—as high as 5th in
beginning teacher salaries.
The D’s in international
marketing support and
infrastructure are purely the
result of the absence of
programs—a broad range of
housing programs, environ
mental programs such as
mandatory recycling and
bottle bills, and land-use
restrictions. Considering the
state’s isolation and small
population, along with the
individualism that personifies
Montana, many of these
absences are not surprising.
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“E

con om ic d e v e l
o p m en t p o lic ie s
b eg a n r e p la c in g th e (b ig
co m p a n y fro m a w a y 9
e m p h a sis w ith a 6s m a ll is
b e a u tifu l9fo cu s.99

In many states the economic developmentfocus has shiftedfrom big companies to small businesse.
ized and unique Made-in-Montana products. Photo by Todd Goodrich, DM News and Publicai

Economic D evelopment P olic
T he N ext D eba
B y C harles S. C olgan

he current downturn in Montana’s
economy and the slow growth of
the 1980s have given renewed life to
debates over the need for economic
development programs. This stands in
stark contrast to the energy-related boom
of the 1970s when attention was directed
more at managing growth than pro
moting it. But even when the recovery
gets underway, there will not be any
return to the rapid growth of the 1970s.
Recession followed by slow growth will
assure that economic development

T
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returns to its traditional place in the
vanguard of public issues in Montana.
Some aspects of the debate have
already reappeared, including those hardy
perennials, complaints about costs for the
worker compensation system and for
environmental regulation. But complaints
about such costs are only part of the
larger issue: What is government’s role
in the economy? And should government
intervene directly in the market to assure
economic growth?
Montana has struggled with economic
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breadth of North America. Clearly,
Montana is not alone in its search for
policies that assist economic growth in
the state as a whole or in its specific
regions. What can we learn from our
own—and others'—experience that might
inform the next debate?
Examining economic development
policies across time and jurisdictions, we
find a series of approaches. Each ap
proach dominates policy debate for a
period, then gives way to a new approach
which in its turn is hailed as “the an
swer.” The pattern resembles nothing so
much as a succession of fads, the cumula
tive effect of which is to leave people
more confused than ever about what’s
really important in economic develop
ment policy.

’Montana small businesses sell these very special-

for M ontana:

development issues for decades. One of
the more remarkable things about the
state’s experience with economic devel
opment policies is the turbulence which
surrounds it. And next year’s gubernato
rial race likely means the debate will only
intensify.
When one looks at the experiences of
Montana, other states, and the Canadian
provinces in developing and implement
ing economic development policies over
the past thirty years, some patterns appear
to be common across the length and
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Economic Development’s R & R:
Recruitment and Retention
The oldest and longest lasting fad is
really a two-pronged approach. First
prong: Try recruiting firms from else
where, induce them to locate in the
region. Second: Retain firms already
here by lowering their input costs. What
are the means of achieving this double
goal? Some states offer real estate in the
form of industrial parks, or low wages.
Low taxes have been Montana’s domi
nant strategy.
Over time, such cost-minimizing
measures came to be criticized as
smokestack chasing. Or to use a more
contemporary allusion, the Field of
Dreams strategy, in reference to the story
of a man who one day hears a voice
saying, “If you build it, he will come.”
What the man in the story built was a
ballpark; what economic developers built
were endless industrial parks and tax
incentives, all with the same hope that
“it”—economic development—would
come.
However, attempts to lower tax costs,

land costs, or building costs had little sure
effect for a simple reason: The costs that
government could affect tended to be a
relatively small part of the total structure
of business costs. The result was large
impacts on public finance, particularly
when jurisdictions started competing with
one another for the most aggressive
business cost reduction efforts, but small
impacts on business finance and location
decisions.

The “ Small Is Beautiful” Fad,
and Its Variants
With the efficacy of its favorite tools
in question, the recruitment and retention
camp lost prominence. Economic
development policies began replacing the
“big company from away” emphasis with
a “small is beautiful” focus. This new fad
owed much to David L. Birch’s 1978
study, The Job Generation Process
(Cambridge: MIT Program on Neighbor
hood and Regional Change). Birch found
that large businesses (which everyone had
been pursuing) did not account for most
of the job growth in the U.S. economy.
According to Birch’s study, “small”
businesses—those with fewer than fifty
employees—did generate the bulk of U.S.
job growth.
Thus, the economic development focus
in many states and provinces has shifted
to small businesses. Programs began
emphasizing finance, management
assistance, marketing development, and
the like. The Montana State Department
of Commerce devotes a large portion of
its Business Development budget, for
instance, to programs aimed specifically
at small businesses.
But once people actually read David
Birch’s study, as opposed to simply
quoting it, they discovered what Birch
actually found was that new small
businesses created job growth. So began
the rush to help entrepreneurs form new
businesses. Financing and technical
assistance for small businesses were
redirected and refined to encourage
business startups.
Other factors began to exert pressure
on economic development practice. For
one thing, it became apparent in the
1980s that growth industries tended to
involve computers and electronics. Such
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proponents of each approach portray
technology-dependent industries required
State Policy, Basics
enormous and highly risky investments in theirs as the single sure-fire solution.
and Interventions
Then later, another supposedly sure-fire
research and development—investments
We live in an era of increasingly
solution rolls in.
that smaller businesses could ill afford.
scarce public resources. Given that we
To appreciate this, consider some
Recognizing this, governments developed
haven’t the resources to emphasize every
ideas that, over the years, have been
an increasingly sophisticated and widepolicy or program that comes along, we
touted as the salvation of Montana’s
ranging set of programs and institutions
would be wise to establish some method
designed to help small businesses acquire, economy. At one extreme are the propos
ology for choosing an economic develop
als for increased industrial capacity, such
adapt, and create new technologies. In
ment focus. One way of parsing the
this state the movement has led to, among as plans for a large-scale canola process
problem is to divide state policies
ing plant. At the other extreme, proposals
other programs, the Montana Science and
affecting economic growth into two
such as the “Big Open” entirely abjure
Technology Alliance.
categories: the basics, and the interven
industry as the essential underpinning of
The mushrooming U.S. trade deficit
tions.
also emerged in the 1980s as an important Montana’s economy. Do such ideas now
The basics can be understood as those
employ significant numbers of Montan
economic variable. International trade
things for which government alone has
ans? No.
became one of the latest fads, as indi
primary responsibility. By
cated by the fact that more
this definition then, the
states (including Montana)
basics include education,
now have offices in Tokyo
“In a w o r ld w h ere reso u rces a re a l
infrastructure, and eco
than in Washington D.C.
nomic
regulation in the
w a y s too few a n d d e m a n d s a lw a y s too
Public assistance for export
form of environmental
promotion, export finance,
m an y , th e re is o n ly one ro u te to g ro w th :
health and safety, and
trade seminars, and trade
commercial codes. In the
Use w h a t you h a v e a s in te llig e n tly a s
missions is now universally
final analysis, more than 90
p o s s ib le
available in one form or
percent of what state
another. The Montana
government can do to
Department of Commerce’s
affect economic growth—positively or
Second, while this paper implies that
Business Development division includes
negatively—is determined by its activi
various approaches have succeeded one
several staff working primarily with
ties in these basic areas.
another, in fact they have accumulated.
international trade and export of Mon
Unfortunately, investment in the basics
Virtually every state and province
tana-made goods.
almost always yields a distant payoff.
currently uses them all. For example, the soEducation and job training have
Money spent on education in the 1980s
called Field of Dreams strategy which
become another key in the economic
will not even begin to produce an
characterized economic development
development puzzle. The 1982 U.S.
economic return until 2010-2030, when
Department of Education America at Risk programs from the 1950s through the
people in school during the 1980s and
1970s, reappeared in the 1980s as the
report, which couched the “risk” squarely
1990s enter their most productive years.
American “enterprise zone” concept. (See
in economic terms, set off a wave of
Infrastructure investments, such as roads,
“Economic Development in Montana,”
education reform efforts in the United
have quicker payoffs, but take years to
this issue, for more on the state’s current
States. School reformers now routinely
plan and develop.
recruitment activities.)
insist that our prosperity is at stake in the
The first, most important economic
It sometimes seems that almost any
kindergarten classroom.
development policy then, is taking care of
social program or governmental initiative
the basics. Such decisions are politically
Fad or Adaptive Focus?
qualifies as economic development. The
difficult in the best of times because of
Two things must be recognized about
State of Virginia, for instance, recently
the slow payback on investment. In times
the above-named fads. First, they all
justified its entire policy approach to
of budget stringency—like now—the
have some validity. They all focus on real preventing teen pregnancy on the basis of
decisions become even more dicey. The
aspects of the complex process of
economic development. How do we make
challenge is to find the best tradeoff
economic growth. Indeed the term “fad”
sense of these rapidly shifting policies?
between current and future economies,
is somewhat demeaning for what are, in
Are we just trading one fad for another?
one that meets today’s realities without
most cases, fundamentally sound ideas.
Or is there some identifiable bedrock to
destroying our ability to meet tomorrow’s
What prompts my use of the term is that
economic development?
needs. Even in difficult times, goes the
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wisest and oldest of economic develop
ment maxims, one should avoid eating
the seed com.
The second category in our scheme is
“interventions.” As used here, the term
covers all the activities we’ve come to
associate directly with economic develop
ment policy. These activities may be used
by local or regional (as well as state)
agencies to “intervene,” hopefully to
positive effect, with business manage
ment and the operations of the market.
But how to choose among the prolifer
ating intervention strategies? Perhaps the
best way to begin is by rejecting past
verities. Businesses are not the key to
economic development, whether the
businesses are large or small, old or new.
Moreover, the solution lies not with
technology, high or low, nor with finance
or job training, nor with trade. Such
interventions can be means to economic
development, but are not ends in them
selves. The key to selecting appropriate
development programs is to focus first on
what economic characteristics we want
our policies to produce. Then we can
select tools that effectively create such
characteristics at the least cost.

Desirable Characteristics for
Montana’s Economy
Montana’s economy should manifest
three characteristics:
1. I t s h o u l d b e f l e x i b l e & d i v e r s e .
In reality, Montana’s economy— so
heavily dependent on extractive and
natural resource industries—has been
neither. But flexibility and diversity can
exist even within the resource sectors that
will be Montana’s economic basis for the
foreseeable future. Whether they will
exist depends on the adaptability of
business management, and on Montana’s
workforce and public institutions. That is,
on their ability to respond to changes and,
more importantly, to shape the changes to
Montana’s needs.
2. I t s h o u l d b e c a p a b l e o f p r o s p e r i n g i n
A GLOBALLY C O M PETITIVE EC O N O M Y .

Montana continues to have too few
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exports and is still too sensitive to import
competition in important sectors. Lack of
exports is a particularly serious problem
for Montana. Yet the currently weak
dollar allows for more growth in the
export sector than in any other major
component of the national economy.
3. F inally, and most importantly,
M ontana’s economy must be more
PR O D U C T IV E .

In a world where resources are always
too few and demands always too many,
there is only one route to growth: Use
what you have as intelligently as possible.
Economists call this productivity, and it
has always been the key to our prosperity.
Productivity can be improved by lower
ing production costs for the same volume
of goods; by employing capital to
increase output; and by training workers
to do their jobs better.
Overall productivity growth in the
United States has been very slow,
primarily because of poor productivity
growth in the nonmanufacturing indus
tries. But over the last twenty years,
nonmanufacturing industries have created
80 percent of all the new jobs in Mon
tana. The hotel industry, a key component
of Montana’s critical tourism industry,
olds one of the worst productivity
records nationwide. Another major
offender is the health care industry, and I
need not elaborate the effects on the
Montana economy of health care costs.
Such nonmanufacturing industries can
grow for a while despite poor productiv
ity, but not indefinitely. Their poor record
could be a major constraint on future
growth.
Productivity is not just a matter of how
efficiently we use labor, capital, and raw
material inputs to businesses, but also
how well we use the environment.
Montana, like many other states, is
increasingly locked into polarized
conflicts over economic growth and
environmental protection. Decisions
which are already difficult become
contentious and emotional as well. One
side sees “growth as destruction of the

environment,” the other views
‘‘environmental protection as poverty.”
Such extreme positions are neither
reasonable nor reconcilable.
Both sides must realize that the wise
use of resources—whether environmental
or business— is the key to survival and
prosperity. While tension and conflict
between environmental and business
groups is natural and inevitable, enough
common ground exists to begin construc
tive dialogue. Business groups can
acknowledge that environmental regula
tion is here to stay and insist that it not
impose inordinate costs for little environ
mental gain. Similarly, environmental
groups and agencies can acknowledge
that business resources for environmental
cleanup are not limitless, but must be
used for high priority problems.
Faced with the fact of limited private
and public resources, the Environmental
Protection Agency—along with several
states—has begun prioritization efforts
that target the most critical environmental
issues. Hopefully, such efforts will yield
more productive uses of public, private,
and environmental resources—and
sustainable long term economic growth.
In short, Montana’s upcoming eco
nomic development debates should focus
first on desirable economic characteristics
for the state. Once these have been
defined, the debate should focus on
strategy—selecting the tools best suited
to Montana’s economic circumstances.
Throughout, stakeholders in the debate
need to remember that all our resources—
whether business, environmental, or
governmental—are limited. ■

Charles S. Colgan is an associate
professor o f public policy and manage
ment at the Edmund Muskie Institute of
Public Affairs, University o f Southern
Maine.
This article first appeared in Maine
Business Indicators, Winter 1991, and
was adapted by the author fo r publication
here.
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Governmental Market Opportunities
for

Montana Small Business
by Doug S. Brown

overnmental procurement is big business, even
in Montana. For instance, in fiscal year 1989 the
federal government purchased more than $153
million in goods and services from Montana
businesses. Of the total amount purchased in
Montana, $99 million went to small businesses and $13.6
million to minority and women-owned businesses.
Montana’s state government also is a large consumer. The
central purchasing office in Helena represents more than forty
agencies and departments which purchase many types of goods
and services. For the most recent fiscal year (1991) Montana’s
state government purchased more than $45.7 million worth of
goods and services from private vendors. In addition,
“privatization” has become an increasingly important trend in
state government. Montana’s Department of Administration,
for example, has contracted out data processing services, and
private firms now provide janitorial and security services for
state agencies in Helena.
High volumes and increasing privatization aren’t the only
reasons to consider doing business in this market. For one
thing, governmental customers always pay their bills. For
another, they offer small businesses an opportunity to expand
access to regional and national markets. Moreover, firms which
establish themselves as reliable, competent contractors have an
excellent chance for repeat business and may be able to reduce
the impact of cycles and seasons on their bottom line.
Given these benefits, why are many businesses reluctant to
get involved in the governmental market? Because it’s com
plex. Doing business with the government requires an invest
ment in new skills and expertise. The market itself is both
decentralized and highly regulated. Purchasing policies are
complicated, rigid, and generally require that contracts be
awarded to the low competitive bidder.
Though it can be somewhat intimidating to the newcomer,
doing business with federal and state governments isn’t
impossible, and it can be lucrative. This article describes the
basics of governmental purchasing and offers small Montana
businesses some advice on how to proceed.

g
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F igure 1

Sealed Bids Process

Source: W om en Business O w ners, Selling to the Federal
G overnm ent, 1987.
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An Overview of the Purchasing Process
Expect red tape, and lots of it. Therefore, it pays to become
as familiar as you can with a given agency’s purchasing
operations before you begin a business relationship with it.
Nevertheless, the more complex a given purchasing process,
the more it will cost—in time, money, and energy— to win the
bid. This correlation holds true generally in the governmental
market, and can be especially onerous for firms new to it.
Many firms get their feet wet by utilizing “small purchase’
opportunities at the state level. While Montana’s state and local
purchasing procedures are adopted from federal government
policies, they’re often simpler. In addition, Montana offers
several bid preference or advantage programs for in-state firms
and goods. Vendors incorporated in Montana can qualify for a
3 percent preference, for instance, and a 5 percent preference is
available for Montana-made goods.
Most of what follows in the next section explicitly refers to
federal purchasing systems. But state and local procedures are
characterized by the same basic bid types.

Types of Bids
In general, federal government purchasers utilize three
different types of bids: “simplified” bids; sealed bids; and
negotiated competitive proposals. These are discussed in some
detail below.
“Simplified” Bids: Almost 85 percent of all governmental
purchases are awarded on the basis of what the Federal govern
ment calls “simplified” bidding. Simplified bidding has two
variants, one for purchases of less than $1,000, the other for
purchases of between $1,000 and $25,000. If the bid involves
more that $25,000, simplified procedures do not apply.
Purchases of less than $1,000 generally require only one
quotation from a selected vendor. Contracting officers normally
solicit these bids by telephone, using their list of known,
reliable vendors.
Contracts of between $1,000 and $25,000 are called small
purchase” contracts. These require competitive quotes from at
least two, but normally three suppliers. Usually, the previous
supplier and two other vendors on the bidder’s list are con
tacted. Contracting officers may seek bid quotes over the
telephone or through the mail on Request for Quotation (RFQ)
forms. Usually, the low bidder receives the award.
It is crucial to note that most “small purchase” contracts
are rarely advertised. The catch here—and remember, this
category comprises the bulk of federal government purchases
is getting on the bidder’s list in the first place. More on that
later.
Sealed Bids: Sealed bidding procedures are used for more
complex contracts and are advertised by Invitations to Bid
(ITB). These follow very rigid, formal guidelines. Normally,
sealed bidding is used for technical products where specific
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standards have been estab
lished. The lowest bidder who
“I t is c r u c ia l to
is also technically qualified to
n ote th a t m o st
perform the work is most
is m a ll p u r c h a s e 9
always awarded the contract.
Figure 1 illustrates the steps a
c o n tra c ts a re
business would take in the
r a r e ly a d v e r 
sealed bid process.
Most federal agencies
tis e d
solicit sealed bids via
advertisement in The Com
merce Business Daily. This unique publication announces all
procurement of $10,000 or more proposed by federal agencies.
In addition, it lists all federal contract awards of $25,000 or
more, so that potential bidders have some idea of who’s
purchasing what in government agencies. (See end notes for
subscription information.)
Negotiated Competitive Proposals: When formal public
advertising is not suitable or possible due to the nature of the
product or service sought, the government will make purchases
through negotiated competitive proposals. This process often
involves complex high technology projects that require the
coordination of many vendors.
Negotiated contract proposals follow the same essential
process as sealed bids. But extensive evaluation is usually
involved, and the time can be lengthy between bid submittal
and contract award. The lowest price bidder that is also
technically qualified is awarded the contract.

Applying to the Lists
Before you can do business with the state or federal govern
ment, you first need to get on their respective bidder lists. Each
requires a business new to the market to file an application.
Montana state government has one general application for
all agencies within the state. It can be obtained from the
Procurement and Printing Division in Helena. Individual
agencies also can do some of their own purchasing, so long as
the purchase amount is below their delegated authority.
Naturally, the federal process is more complex. However, a
good place to start is with the General Services Administration
(GSA), which has regional offices in Denver, Colorado and
Auburn, Washington. Ask for Form SF129, the Solicitation
Mailing List application. Companies wishing to pursue defense
work should contact the Department of the Army at Fort Lewis,
Washington. Businesses exploring Canadian opportunities can
obtain a publication much like The Commerce Business Daily
from the Canadian Government Publishing Center.
Other important resources for Montana businesses pursuing
federal contracts include local business incubators (in Billings,
Missoula, Glendive, Great Falls, Kalispell, Bozeman, Butte,
Helena) and the Montana Department of Commerce’s
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T able 1

Federal Contract Awards of $25,000 or More to
Small and Disadvantaged Businesses
Montana, FY1989
Purchase Office
Billings, Dept, of Interior & Admin. Services

A m ount Purchased ($)
$28,426,000

Bozeman, Dept, of Agriculture

5.627.000

Fort Harrison VA Medical Center

2.050.000

Helena, various agencies
Kalispell, Dept, of Agriculture
Libby, Department of Agriculture
Malmstrom Air Force Base
Miles City, VA Center
Missoula, Dept, of Agriculture
West Glacier, Glacier National Park
STATE TOTAL

933.000
1.233.000
811.000
15.416.000
1.480.000
10.560.000
327,000
$67,647,000

Source: 1989 Fiscal Year Region 8 Report (M ontana), Federal Data
Procurem ent System.

Although state and local agencies also may want to
prequalify a firm new to their bidder lists, their criteria are
usually less stringent than those of federal agencies. Keep these
general differences in mind when deciding which governmental
markets to target.
Prior to a contract award, governmental agencies often
protect themselves with a further, thorough investigation of
vendors who are the actual low bidders. These “pre-award
reviews,” normally conducted by the Defense Contract Admin
istration Services Management Area (DCASMA), help agencies
determine if the potential contractor is a “responsible vendor.”
DCASMA acts as an independent review agency for all
federal agencies. If a small firm has never done business with
the federal government before and is participating in a sealed
bid process, it can be virtually certain that a DCASMA review
will be performed prior to any contract award. “Small pur
chase” contracts under $25,000 normally are exempt from
DCASMA reviews. (Montana state government also may
perform a pre-award review, depending on contract size and
perceived necessity for it.)
If a DCASMA review is negative, all is not lost. Your case
can be referred to the Small Business Administration (SBA),
which performs a second independent review. If weaknesses
noted by DCASMA are corrected and SBA’s review is positive,
it issues a “Certificate of Competency.” Then the contract can
be awarded under the SBA Contract Officer’s supervision.
Contact DCASMA or SBA to learn more about these reviews.

Establishing Target Markets

Small Business Development Centers.
Before you send for an application, make sure the product
you want to supply meets government specifications. The MSU
government documents collection in Bozeman has Montana’s
only microfiche collection of federal product (or “mill”)
specifications. If you can’t meet the government’s specifica
tions, it doesn’t make sense to file a bidder list application.

Reviews and More Reviews
Your place on a bidder list isn’t automatic— even if you
meet the milling specifications, carefully fill out the correct
forms, and return them to the correct agency. Almost always,
governmental agencies prequalify vendors. They want to ensure
that if a new firm is awarded a bid, it can fulfill the contract.
Prequalification can include fairly straightforward criteria such
as firm size and past experience. But the process also may
delve into a firm’s bondability, its financial health, manage
ment capabilities, past record in meeting governmental and
environmental regulations, work capacity, and product
service record.

20

Before you make an all-out push, decide A) what level of
the government market to target; B) how big a contract you’ll
pursue; and C) which specific agencies would be likely
customers.
A) Small firms new to governmental marketing should
consider targeting a state or local agency first, give
themselves time to gain experience, then move on to
federal contracting. Subcontracting is another
excellent first step; firms can exploit the market
without the inherent hassle of dealing directly with
government agencies.
B) As contract size increases, so does complexity of the
purchasing process. A firm’s investment in time and
resources to secure an award go up accordingly. To
minimize your contract investment, avoid sealed bids
and stick with the “simplified” procedures which apply
to contracts under $25,000.
For small firms that qualify, the federal government
also offers “set aside” contracts of under $100,000.
“Set aside” contracts involve simplified purchasing
procedures with quotations from at least two reason
able bidders. For fiscal year 1989, 23 percent of all
federal contracts awarded in Montana were “set
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C)

asides.” Federal agencies also target certain contract
awards for minority and women-owned businesses.
All these “small purchase” contracts provide
excellent opportunities for Montana small businesses
and are a good first step toward a governmental
customer base.
Once the above market parameters have been
determined, a firm can investigate which agencies
actually purchase its products and/or services. This
information can be obtained in various ways.
Federal, state and local agencies all publish
purchasing directories or commodity listings. The
SBA’s U.S. Government Purchasing and Sales
Directory contains a lengthy list of products and
services and the Federal agencies that buy them.
Another useful directory is the GSA Product and
Services Directory. Through its Federal Procurement
Data System, the government also publishes the
Standard Report, a free quarterly with a wealth of
information on buying activity; supplies of this
report go fast. And don’t forget the Commerce
Business Daily, which not only identifies the current
needs of particular agencies and their contracting
officers, but also highlights buying trends and major
contract awards.

Stay in touch with the Montana Purchasing Bureau, Montana
Department of Commerce, and Montana Small Business
Development Centers. Personnel in these agencies often receive
inquiries from federal contract officers regarding potential
suppliers.

Interviewing Agency Contacts
Although the sources discussed above help identify potential
target agencies, a company also must conduct its own basic
market research to define the real need for its products or
services. Such research takes time, but it’s not necessarily
expensive, and it can be generally helpful for a firm to go
through the process. Locate a contact person for each target
agency. Ask the following questions:
• What person in the agency is actually responsible for
making contract awards?
• Who has knowledge of upcoming Invitations to Bid?
• What is the current demand for your firm’s product/
service?
• What companies currently supply the agency with that
product/service? Who is the competition? Why have
they won contracts in the past?

T able 2

Montana State Government Purchasing by Department
The Top Ten
FY1991

1

D e p a rtm e n t o f S o cia l R e h a b ilita tive S ervices

2
3

M o n ta n a S tate U n iversity

6 ,9 45,47 9

D e pa rtm e nt o f H ighw ays

5,778,941

4
5
6

D e pa rtm e nt o f C o m m erce

4 ,6 9 0 ,8 6 5

U n ive rsity o f M on ta na

2 ,6 63,31 7

Dept, o f A d m in — Inform a tion S e rvice s Div.

2 ,1 96,22 5

7

D e pa rtm e nt o f C o m m erce— M on ta na Lottery

2,108,768

8

Dept, o f A d m in .— G e n e ra l S e rvice s Div.

1,438,180

9

D e p a rtm e n t o f Ju stice

1,276,145

Dept, o f Fish, W ild life & Parks

1,275,159

~

10

$7,970,261

Source: 1991 Fiscal Year Report, Procurem ent a n d P rinting Division, State of M ontana.
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F igure 2

Services and Commodities Most Often Purchased by the State of Montana
FY1991
• Consulting Services

M

M

, Communications & Media Services

• Fuel, Oil, and Grease

• Automotive Needs

•

Office Machines & Equipment

• Building Maintenance

• Health-Related Services

•

Lottery & Related Services

• Miscellaneous

• Computers & Data Processing Equip.

-““ Data Processing Services

• Radio & Telecommunications

• Foods and Edible Staples

•

• Office Furniture

Laboratory Equipment

Source: 1991 Fiscal Year Report, Procurem ent and Printing Division, State of M ontana

• Are there any products or services in demand for
which the agency has difficulty finding suppliers?
• What opportunities exist to supply, broker, or
manufacture items as a subcontractor?

services you wish to sell, links them to candidate customers,
and ranks the prospects according to sales potential. Informed
by this very specific analysis, your efforts can be aimed where
they have the greatest likelihood of producing results.

Selling Effectively
• Are there any market areas or “niches” that the
competition has not recognized or exploited?
• What percentage of the purchases awarded are “small
purchases” or “set asides?” Does your business
qualify?
• What requirements does the agency have for its
vendors?
• What selling and marketing techniques does the agency
allow?
• If you’re talking with a Montana state agency, ask what
products/services are purchased from out-of-state
suppliers.
• Is it possible to compete with these companies?

Ranking Prospects
Once you’ve identified target markets and interviewed a few
agency contacts, it’s time to organize the information so it can
be used strategically. So-called prospect identification sheets
are a good tool for this process.
Basically, a prospect identification sheet lists products or

22

Selling to government customers is different from selling to
the consumer market. Government regulations—which are
designed to protect the integrity of the procurement process—
limit advertising, selling, and promotion techniques. Ask each
agency you contact for its specific regulations, but most likely
you’ll need to become familiar with “Officials Not to Benefit”
and “Gratuities” clauses in government contracts, and with
“Anti-Kickback” provisions.
Given the restrictions, how does a business, especially if it’s
new to the government market, attract the attention of a
purchasing agent or contract officer? Based upon interviews
with contract officers, the following process is recommended:
1 . Prepare a one or two page product/service data sheet.
This should be included with your initial request to be
put on a bid list. In a concise format, include the
following: important organizational, historic, and
business information about the company; a list of all
products/services offered, with emphasis on value and
capability; distribution and geographical market data;
customer references; any government agencies and
contract officers previously worked with; and terms
for goods sold, with emphasis on competitiveness and
fairness, rather than specific prices.
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2 . Follow up by telephone within ten days. Make sure all
materials arrived and were complete.
3 . Schedule a personal visit so you can demonstrate the
firm’s product or service. Make sure you understand the
agency’s guidelines for sales calls. Stress your familiarity
with (or willingness to learn) the agency’s particular
purchasing requirements. Emphasize as well your public
accountability. Show examples of prior work; offer
customer references.
4

Follow up the sales call with regular telephone calls and/
or memos that indicate your firm’s ongoing interest in the
agency as a potential customer.

Managing Sales Costs
Your first tool for managing sales costs is the product
identification sheet referred to above. It helps rank potential
customers, and therefore suggests where sales expenses are
best concentrated.
Another useful tool is a sales account plan. Develop one for
every prospect with medium to high potential for a sale. The
plan should include:
• date of sales call
• names of decision makers called on
• objective of the sales call
• results of the sales call
• estimate of account potential
• salesperson responsible for managing the account
• budgeted costs of the sales call, actual expenses, and any
variances.
With this information at hand, you can make sensible
decisions about where to invest your sales budget, and whether
the investment is paying off as it should.

- Percentage of Government Services Contracted Out to Private Companies,
Reason Foundation, 1991.
Certain material or ideas for “Effective Selling Techniques” were adapted
from:
• “The Modular Marketing Process” by Charles W. Stryker, Marketing
Handbook, Vol. 1, Dow Jones-Irwin publishers, 1985.
• “Marketing Value Versus Marketing Products/Services” by Howard
Berrian, Marketing Handbook, Vol. 1, Dow Jones-Irwin publishers, 1985.
• “Marketing Without Advertising,” Creative Strategies for
Small Business Success by Michael Phillips and Salli Rasberry, Nolo
Press, 1987.
The Commerce Business Daily is available at most libraries. A subscription
can be obtained from the U.S. Government Printing Office, Washington, D.C.
20402, (202) 783-3238. Current rates for a daily subscription (non-priority mail)
are $208 / year.

Helpful Sources
Small Business Development Center, Business Assistance Division, Montana
Department of Commerce, 1424 9th Avenue, Helena, MT 59620, (406) 4442750.
Deputy for Small Business Representatives, Building 145, Malmstrom Air
Force Base, Great Falls, MT 49402-5320, (406) 731-3744.
U.S. Small Business Administration, Region VIII, 999 18th Street, Suite 701,
North Tower, Denver, CO 80202, (303) 294-7186.
Program for Small and Disadvantaged Business, Small Business Administration,
301 South Park, Room 528, Federal Office Building, Drawer 10054, Helena, MT
59626, (406) 449-5381.
Business Service Center, Region VIII, General Services Administration, Denver
Federal Center, Building 41, Denver, CO 80225, (303) 236-7408.
Business Service Center, Region X, General Services Administration, 400 15th
Street, SW, Room 2413, Auburn, WA 98001, (206) 931-7956.
Department of the Army Contracting Office, Bid. 99504, FLLC, Fort Lewis, WA
98433, (206) 967-2151.
State of Montana, Procurement & Printing Division, Sam W. Mitchell Building,
Room 165, Helena, MT 59620-0135, (406) 444-2575.

Conclusion
Government markets represent a fruitful growth area for
Montana businesses and for the future economic development
of the state. While they are often complex, decentralized, and
confusing, they can be penetrated by new small businesses.
Especially if firms new to the market manage the process in a
thoughtful, logical way. ■
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Ten Elements of a Good Business Plan
by Paul Larson
business plan is a compre
hensive description of your
business, the environment
in which it operates, and
how you will run it over the next three to
five years. Preparing one takes effort, but
forces you to think critically about the
viability of a new venture. Besides, most
bankers and venture capitalists won’t
even talk to you if you don’t have one.
Typically, a business plan includes at
least the following ten elements, which
are described in some detail below:

A
•
•
•
•
•
•
•
•
•
•

Executive summary
Description of the company
Market and competitiors
Marketing strategy
Design and development plans
Manufacturing and operations
plans
Management team
Overall schedule
Critical risks and problems
Financial plan

E xecutive

summary

Potential investors read this first to see
if the plan merits a complete reading. The
summary should be concise (one to two
pages) and compelling. Briefly describe
the basics of your business plan: market
opportunity, management team, financial
returns, and terms of the investment
you’re seeking.

D escription

of the company

Describe how and when the company
(or idea) got started, and what stage it is
in the development process. Briefly
delineate the firm’s products and ser
vices, how the major players got in
volved, and what the current opportunity
is. Your company’s general strategy also
should be included here. Strategic
elements include the company’s growth
stages over the next several years;
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primary advantages over competitors;
tactics you’ll use (i.e., cost leadership,
differentiation, focus); plans for raising
money; and personal goals for the
business.

M arket and

competitors

Analyses of your industry, competi
tors, and customers help establish that
markets do exist for your products and
that you can successfully compete in
them. The first analysis should include
specifics on total sales, growth rates,
typical gross margins, and average
profitability for your industry. The
industry’s entry barriers should be
described, as should its driving forces, the
characteristics of its strategic groups, and
the factors required to succeed in it.
Once you’ve detailed what it takes to
succeed in your industry, construct a table
that rates competitors on these factors.
For each competitor, evaluate the quality.

reputation and market share of their
products; their financial, managerial, and
technical resources; their warranty,
manufacturing, research and develop
ment, and distribution systems; and the
loyalty customers and distributors show
their products.
If you cannot precisely characterize
your customers, then you must do more
research. For each target market, detail
customer age, sex, income group, marital
status, and place of residence. Describe
how often they buy this product; where
and how much they spend and whether
they comparison shop; how pricesensitive and quality-conscious they are;
what features they want and service they
need; whether they’re brand loyal; their
degree of satisfaction with current
products; and what specific media they
are exposed to—i.e., trade journals,
newspapers, TV and radio stations. If
your customers are retailers or distribu
tors, include what motivates them in
choosing suppliers.

M arketing

strategy

If you’ve chosen an overall competi
tive strategy of differentiation (or cost
leadership, or whatever), this section
would describe its implementation. For
each target market, describe: your
product in terms of its features, packag
ing, warranty, services, price, and
discount policy; your plans for promo
tion, including trade shows, catalogs,
direct or telemarketing, advertisements,
and credit policies; and your distribution
systems, whether through a sales force,
“middlemen,” distributors, or
manufacturer’s reps. If you have overseas
or other distribution plans, explain them
in this section.
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D esign

a n d development plans

C ritical

risks a n d problems

For those with no further product devel
opment plans, this section may be
omitted. However, if you’re still finetuning design, anticipate redesign, or are
trying to raise money, describe here: the
current status of product development,
scheduling and cost projections for
completion, status of patents if any, and
details of future design or product
improvements.

Every business faces risks, and every
potential investor knows it. Typical
problems are: competitors dropping
prices; unmet sales projections;
unanticipated or higher costs; difficulty
finding suppliers; lack of good personnel;
denial of patent. Describe here the three
or four most critical risks in your venture,
and your plan for succeeding in spite of
the problems.

M anufacturing &

F inancial

operations plan

How do you make your products? How
is your business conducted on a daily
basis? Specify here facility location and
its advantages (i.e., labor availability,
room for expansion, visibility, low cost,
proximity to customers or suppliers).
Describe the type of plant or store, the
equipment used and whether you own or
lease it, inventory systems, and the
manufacturing process itself (i.e.,
assembly line, job shop, subcontracting
arrangements).

M anagement team
Here too is the place to detail the
competence of your management team.
Draw an organizational chart and
describe the general responsibilites of key
personnel, as well as their education, job
experience, and other abilities. Specify
who will be owning partners and describe
any profit-sharing systems. List directors
and their backgrounds, and do the same
for any outside consultants you’ll be
hiring. The team you describe should
offer a good blend of technical, manage
rial, production, financial and marketing
skills.

O verall schedule
Project the order and timing of major
events in your enterprise. Typical
milestones: company incorporation;
completion of design, development,
prototypes; patents secured; completion
of facilities; first sales; growth trend in
sales; new personnel added; geographical
expansion of sales.
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plan

This section establishes that your
venture can be profitable and has suffi
cient cash flow. Describe, in a paragraph
or two for each, the major conclusions of
four financial statements: breakeven
analysis, cash flow and income state
ments, and balance sheet. (Include the
actual worksheets at the end of your
plan.)
A breakeven analysis tells how much
you must sell to make a profit, and
computes profit or loss for different sales
level. State what your breakeven point is
and how soon the firm will reach it. If
you have difficulty predicting sales, work
out scenerios for several levels.
A cash flow analysis shows how you
will survive until the business breaks
even. Describe the firm’s cash position—
broken down by month for the first year,
by quarters for the next two years. Note
beginning position, general trends, major
fluctuations, and plans for handling low
cash balances.
The income statement subtracts
expenses from revenues, yielding net
profit. Project profit trends (sales, gross
margin, major expenses, net profit) for
three years and describe major determi
nants. Explain any major fluctuations.
Specify returns on sales, equity, and
assets, and gross margin percentage.
The balance sheet shows what your
firm owns, what it owes, and the differ
ence between them—its net worth.
Project a balance sheet at startup and
after years one, two and three, noting
major trends. Cite growth in assets, debt,

and equity. Also note the following
ratios: current ratio, which gives an
indication of the firm’s liquidity;
debt/equity, which measures company
borrowing. Inventory turnover and days
receivable indicate how well current
assets are managed. Compare these ratios
to industry standards.

C onclusion
The foregoing describes a basic
business plan. If you’re raising equity
capital through stock offerings, your
business plan should detail the terms,
conditions, schedules, and projections for
that process as well. In any case, it’s
obvious that writing a business plan
requires a formidable expenditure of time
and energy—perhaps two hundred hours
worth.
But once you do it, you’ll know your
company inside out. And you’ll have a
document to present to potential investors
or others for feedback. Don’t forget the
business plan once your venture is
started, either, even though you’re busy.
Keep it updated, and it’ll provide the
basis for ongoing strategic plans. ®

Paul Larson, Ph.D., is an associate
professor o f management at The Univer
sity o f Montana, and the author o f The
Montana Entrepeneur’s Guide, from
which this article was adapted.
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How We Stack Up
Higher Education Statistics
Montana
Age distribution

Racial & ethnic distribution

Average tuition and fees
4-yr. public
institution

2-yr. public 4-yr. private
institution
institution

Montana

$1,535

$877

$5,034

$1,144

Idaho

$1,119

$779

$6,669

$1,400

North Dakota

$1,604

$1,286

$5,149

$2,100

South Dakota

$1,718

n/a

$6,224

$2,447

Wyoming

$1,003

$613

n/a

$6,900

Operating
expenses
r
o
r
Public inst.

Idaho
Age distribution

2-yr. private
institution

Private inst.

State funds for
operating expenses

Montana

$182,102,000

$22,349,000

$116,648,000

Idaho

$239,438,000

$49,768,000

$183,997,000

North Dakota

$288,214,000

$18,853,000

$129,756,000

South Dakota

$149,092,000

$51,675,000

$91,415,000

Wyoming

$203,307,000

n/a

120,719,000

Racial & ethnic distribution

Federal spending on education and
student aid (selected programs)
North Dakota
Age distribution

Racial & ethnic distribution

South Dakota
Age distribution

Amcr. Indian
4.1%

Racial & ethnic distribution

Vocational &
adult educ.

G1 Bill

Pell grants

Montana

$6,395,000

$1,790,000

$21,701,000

Idaho

$6,476,000

$2,065,000

$21,839,000

North Dakota

$6,382,000

$2,054,000

$23,799,000

South Dakota

$6,403,000

$1,990,000

$20,272,000

Wyoming

$6,141,000

$859,000

$10,567,000

Largest endowment
Montana

Univ. of MT Foundation

$17,576,000

Idaho

Univ. of Idaho

$36,326,000

North Dakota

Univ. ofN . Dakota

$16,767,000

South Dakota

Univ. of S. Dakota

$15,810,000

Wyoming

Univ. of Wyoming

$44,312,000

Top fund raisers
Age distribution

Racial & ethnic distribution

•m ay be any race
° thcr
Source: The Chronicle o f Higher Education, August 1991.
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Montana

Eastern MT College

$953,000

Idaho

College of Idaho

$3,583,000

North Dakota

Univ. of N. Dakota

$5,155,000

South Dakota

S. Dakota State Univ.

$4,787,000

Wyoming

Univ. of Wyoming

$3,751,000

H5sP“ uc* 5 7%
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T he

M ontana Econom y
W it h in a

R e g io n a l C o n t e x t
1992 M O N TA N A EC O N O M IC O U TLO O K SEM INARS

The Bureau is expanding horizons this year...
Bureau researchers will analyze and make forecasts for Montana's economy, as well as
compare it to that o f surrounding states and Canadian provinces. Sponsored by the
University o f Mon tana Bureau o f Business and Economic Research and local area Chambers
of Commerce, seminars will be held in these cities:

Helena

Tuesday, January 28

Colonial Inn

Great Falls

Wednesday, January 29

Heritage Inn

Missoula

Friday, January 31

Holiday Inn

Billings

Tuesday, February 4

Radisson Northern

Bozeman

Wednesday, February 5

Holiday Inn

Butte

Thursday, February 6

Copper King

Kalispell

Tuesday, February 11

Cavanaugh's

Special Luncheon Speakers
H elena and G reat Falls

Butte

D r. E dw ard Cham bers, D irector
W estern Centre for Econ. Research
U niversity of Alberta, Edm onton

Daniel T. Berube, president & CEO
M ontana Pow er C om pany

Sem inar participants m ay receive CPE or C ontinuing Education credit and
*****new this year*****the M ontana Bar Association has also approved the sem inars
for continuing education credit. The fee for the sem inar is $60 and includes lunch.
The Bureau will m ail registration forms in January. For m ore inform ation, please
call (406) 243-5113.

Bureau of Business and Economic Research
LARRY GIANCHETTA
Dean, School of Business Administration

The Bureau of Business and Economic Research is the research and
public service branch of The University of Montana’s School of Business
Administration.
The Bureau is regularly involved in a wide variety of activities, including
economic analysis and forecasting, forest products industry research, and
survey research.
The Bureau’s Economics Montana forecasting system is an effort to
provide public and private decision makers with reliable forecasts and
analysis. It is made possible by a generous grant from US West. These
state and local area forecasts are the focus of the annual series of
Economic Outlook Seminars, cosponsored by the Bureau and respective
Chambers of Commerce in Billings, Bozeman, Butte, Great Falls, Helena,
Kalispell, and Missoula.
The Bureau also has available county data packages for all Montana
counties. These packages provide up-to-date economic and demographic
information developed by the Bureau and not available elsewhere.
The Montana Poll, a quarterly public opinion poll, questions Montanans
about their views on a variety of economic and social issues. It is
cosponsored by the Bureau and the Great Falls Tribune. In addition, the
Bureau conducts contract survey research and offers a random digit
dialing program for survey organizations in need of random telephone
samples.
The Forest Industries Data Collection System, a census of forest industry
firms conducted approximately every five years, provides a large amount of
information about raw materials sources and uses in Montana, Idaho, and
Wyoming. It is funded by the U.S. Forest Service. The Montana Forest
Industries Information System collects quarterly information on the
employment and earnings of production workers in the Montana industry.
It is cosponsored by the Montana Wood Products Association.
The Bureau’s Natural Resource Industry Research Program enables the
Bureau to continuously monitor Montana’s natural resource industries and
improve the public’s knowledge of them and their roles in the state and
local economies. This program provides easily accessible information about
all the natural resource industries. Sponsors are the Montana Mining
Association, Plum Creek Timber Company, Montana Petroleum
Association, Montana Wood Products Association, and American Forest
Resource Alliance.

PAUL E. POLZIN
Director, Bureau of Business
and Economic Research
LARRY D. SWANSON
Director, Economic Analysis
CHARLES E. KEEGAN III
Director of Forest Products Industry
Research/Research Associate Professor
SUSAN SELIG WALLWORK
Director of Survey Research/
Research Associate
JAMES T. SYLVESTER
Economist
SHANNON H. JAHRIG
Publications Coordinator
MARLENE NESARY
Editorial Coordinator
McKin l e y
Secretary

tam i

PATRICE HALVERSON
Clerk-typist
Readers of the Montana Business Quarterly
are welcome to comment on the MBQ, request
economic data or other Bureau publications,
or to inquire about the Bureau’s research
capabilities.
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